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ABSTRACT .

- "Tightrope" is a simulation based on economic
stability and growth in a country. Several small groups of students,
acting as Economic Advisory Councils, make fiscal and monetary policy
decisions for their country based on their knowledge of business
cycles, monetary policy, and fiscal policy. In each of the four
rounds the Advisory Councils study a chart of Economic Indicators to
determine the state of the nation's ecomomy, fill out a Decisicn and
Analysis Chart according to their perceptions of the econcmy, and
survey the effects of their decisions to decide the new, over-all
state of the economy. In class discussion, each Council fpresents its
point of view; an economist's "correct" answers are provided ty the
teacher and discussion continues. There is no student reward besides
the satisfaction of guiding the country successfully. The ganme
materials are included in the teacher's guide and consist of a set of
directions for students, and, for each round, transparencies,
Decision and Analysis Charts, and Economic Indicatcrs Charts. The
guide provides the teacher with introductory information and a
discussion of economic options and causal relaticnships pcssitle in
each rcund. (JH)
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INSTRUCTIONS TO THE TEACEER FOR PLAYING TIGHTROFE

INTRODUCTION

Tightrope is a simulation of maintaining the economic stability and growth of
a country. A group of students called the Economic Advisory Council makes
decisions regarding the fiscal and monetary policies of a nation.

Tightrope is designed to be used after students have studied business cycles,
monetary policy, and fiscal policy which are found in Chapters 13, 14, 15, and 16
in the textbook, Fconomics in Action. It is suggested that the teacher use this
game at the end of Unit III. (See Order of Teaching Units for Government, Divisiocn
of Instuction bulletin.) -

The game consists of:
1. Teacher materials

a. A teacher's guide

b. Four transparencies which supply correct answers for each round
2. Student materials

a. Directions for students

b. Decision and analysis charts

¢. Economlc indicator charts for rounds A, B, C, D

MECHANICS OF THE SIMULATION

Students are divided into groups of three. Three is an arbitrary number, but
this number will encourage maximum student involvement. Each group represents an
economic council formed to advise the political powers of a country on economic
actions to be taken when the country is in a state of depression, inflation, stable
- growth, or war. Each advisory group acts independently of all other groups.

The simulation is divided into four rounds which the teacher announces and
regulates. ZEach round includes the following steps to be taken by the advisory
councils:

1. Establish the economic condition of the country. The council should
study the Economic Indicator Chart to determine whether the economy is in
a state of depression, inflation, or stability.

2. Fill out the Decision and Analysis Chart. The council should select only
the choices from the options shown on the Decision Chart which will help
correct the economic conditions decided upon in Step 1. Considerations
should be given only to immediate and observable effects. If the effect
is long-range, it should be disregarded. In the small square under each
item of the chart, the students should write either INTREASE, DECREASE,
or NO EFFECT. For example:

a) The council tound that economic conditions of a depression exist
from studying Economic Indicator Chart, Round A.

b) After discussion, the council selected several steps to be taken
from the list of options. These options were circled with pencil.
One decision made was to lower corporate taxes.

c) The council analyzed the effect of lower corporate taxes on




personal consumption. It decided there would be no observable
effect, and the words NO EFFECT were written in the square.
Personal savings were discussed. The decision of NO EFFECT was
once again used. Investment by business was considered. The
council decided that the action to lower corporate taxes would
increase investment by business, so the word lNCREASE was written
in the appropriate square,etc.

3. Analyze all decisions made for over-all effects on the economy. The
council should now look at the results recorded on the chart and determine
whether there has been an expansion or contraction of the economy, a
change in government deficit or surplus, and an increase or decrease in
the Gross National Product. The norrect words should be written in the
appropriate box provided under the result column.

CLASS DISCUSSION OF GROUP CONCLUSIONS

Each round should end with a class discussion. Differences of opinions may
be apparent. Each council should be given ample opportunity to explain its
actions, why those actions were taken, and the observable results.

END OF ROUND A

At the end of Round A, the teacher should place the transparency on the
overhead projector. Since this transparency provides the answers, which are the
opinions of an economist, discussion may continue. Remind the students that only
short-term or observable effects are considered in this game.

There are a total of four Economic Indicator Charts, so that four rounds may
be played. Each round is conducted in the szme manner as the one described above.
The only difference is that each round presents a different set of economic
conditions. Remember that this is an open-ended game with no student reward other

than the fact that he, as a member of the Economic Advisory Council, had advised
the powers of government correctly.

Note: In the concluding discussions following each round, it should be brought
out that there are no perfect answers. Actual government decisions reflect various
conditions, such as political situations, campaign promises, and honest differences
of opinion among economists and policy-makers.




INSTRUCTIONS TO THE STUDENT FOR P1AYING TIGHTROPE

INTRODUCTION

The game Tightrope involves you in the economic activities and decisions of
your country. Your class is divided into groups, and each group will act as an
Economic Advisory Council to the national government. The object of the game is
to make recommendations that will maintain the economic stability and growth of
your country. Background reading concerning business cycles, monetary policy,
and fiscal policy is found in Chapters 13, 14, 15, and 16 of your textbook,
Economics in Action.

INSTRUCTIONS

1. Determine the economic condition of the country. Your council should study
the Economic Indicator Chart to decide whether the economy is in a state
of depression, inflation, or stability.

2. Fill out the Decision and Analysis Chart. On the left of this chart are four-
teen options from which you may choose as many as you wish in order to correct
the economic conditions as determined from your study of the Economic Indicator
Chart. Circle only the options you have decided upon to improve the economic
condition of the country.

3. Discuss what effect each option would have upon the analysis categories. For
example, suppose your council chose to lower personal taxes. Circle this
option on your Decision and Analysis Chart. Then {race the effect upon each
of the economic indicators by writing either the word INCREASE, DECREASE, or
NO EFFECT in the appropriate box. For example, lowering personal taxes
allows people to have more money; therefore,personal consumption would increase
as would personal saving. The word INCREASE in this case, would be written
in the boxes under Personal Income, Personal Consumption,and Personal Savings.
The remaining eccnomic indicators for this and any other options chosen
should be analyzed in the same manner. Consideration should be given only to
immediate or observable effects. If the effect is long-range, it should be
disregarded. '

4, The council should sum up the tctal results of its action on the economy by
filling in the three boxes on the right of the Decision and Analysis Chart.
Has the economy expanded or contracted as a result of the council's actions?
Did the action produce an increase or decrease in the national budget deficit
or surplus? Did the Gross National Product increase or decrease? Write the
appropriate term in each box provided under the result column.

5. Each council should be prepared to defend its decision in a class discussion
which occurs upon the completion of each round.
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EXPLANATION OF OPTIONS FOR THE USE OF THE TEACHER

The first decision required of the Economic Advisory Council is to determine
the state or condition of the economy at the end of the period in question.
Possible conditions include (1) drastic contraction or depression, (2) mild
contraction or recession, (3) overexpansion or uncontrolled inflation, (4) moderate
inflation and moderate unemployment, or (5) & condition of adequate stability and
reasonable growth. After the council has made this decision, it nust then choose
the options (shown on left-hand side of the Decision Analysls Chart) it will use to
correct the current situation.

Round A, for example, can easily be identified as a period of drastic
contraction (depression). GNP and Personal Consumption continue to drop sharply
and unemployment is at a dangerous high. Industrial Production, Investment by
Business, and Business Net Profits are showing signs of recovery, but are at
dangerously low levels.

The Decision and Analysis Chart shows the results cf each action. In each
case INCREASE or DECREASE is used if the result of action -taken is immediate
and observable. If the results are long-range, nil, or questionable, NO EFFECT
is shown. ‘

The following is an explanation of each of the actions shown on the Decision
and Analysis Chart:

Raise Corporate Taxes

This action will transfer money from corporations to the govermment, thereby
increasing Government Income. This tax money will decrease the funds which
businesses have for investment and will directly decrease Business Net Profits.
Industrial Production will probably show a downward trend in the long run, but the
immediate result is NO EFFECT. The same will be true of Unemployment. No money
has been injected into or withdrawn from the economy, and, therefore, the Money
Supply is not affected. There may be a long-range effect on Personal Income,
Personal Consumption, Personal Savings, the Wholesale Prices Index,and the Consumer
Price Index but the immediate result in these areas is NO EFFECT. Government
Expenditure is shown as increasing for the simple reason that government spends all
(or more) than it receives.

Lower Corporate Taxes

This action will transfer money from the government to the corporations,
thereby decreasing Government Income. It does not naturally follow that Government
Expenditures will drop when income drops. Therefore, this area is shown as NO
EFFECT. Funds which businesses have for Investment will increase and this money
will increase Industrial Production and Business Net Profits. More labor will be
needed thus decreasing Unemployment. No immediate effect is seen on Personal
Income, Personal Consumption, Personal Savings, the Wholesale Price Index and the
Consumer Price Index,although all of these would probably be affected in the long
run. Money Supply is not affected because money has only been transferred from

" government to corporation.
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Raise Personal Taxes

In this case, money would be transferred from consumers to the government,
thereby decreasing Personal Income, Personal Consumption,ar. Personal Savings.
Government Income will increase and Government Expenditure will also increase. A
secondary effect can be seen on Industrial Production, Business Net Profits,and
Business Investment,but the immediate and observable result is NO EFFECT. The
same long-range effect might be seen on the Wholesale Price Index and the Consumer
Price Index, but the immediate result is NO EFFECT. NO EFFECT can be seen on
Unemployment and the Money Supply is also not affected.

Lower Personal Taxes

The first result of this action is to increase Personal Income, Personal
Consumption,and Personal Savings because take-home pay has been increased. Govern-
ment Income is obviously decreased,but Government Expenditure is unaffected All
other areas may be affected in the long run,but the immediate result is NO EFFECT.

Increase Government Spending

This action injects new money into the economy, thereby increasing the Money
Supply. This new money mey go to business firms for contracts to build dams,
a new veterans' hospital, etc., thus increasing investment money for businesses and
increasing Business Net Profits. Eventually Industrial Production would rise, but
the immediate result is NO EFFECT. Part of this new money would go to individuals
in the form of pay increases for government employees, increase in social security
payments, etc., thus increasing Personal Income, Personal Consumption, and Personal
Savings. The increase in personal taxable income and corporate taxable income will
increase the income of government, and it is obvious that Government Expenditure
increases. When the Money Supply is increased, more purchasing of goods and
services will result, thus driving the Consumer Price Index up. The Wholesale
Price Index may rise eventually, but the immediate result is NO EFFECT, A decrease
in Unemployment would occur if corporations hired labor to expand physical
facilities using newly acquired investment money.

Decrease Governuent Spending

The Money Supply will be decreased by this actiony and obviously Government
Expenditure will show a decrease. Curtailed business activity will be reflected in
a decrease in Industrial Production, Business Investment,and Business Net Profits.
Unemployment will increase as industry has less demand for labor. Personal Income,
Personal Consumption,and Personal Savings will show no immediate effect. Govern-
ment Income is unaffected. The Consumer Price Index will show a decrease because
less money is available. The Wholesale Price Index would be affected only in the
long run and the immediate result is NO EFFECT.

Lower Discount Rate

This action increases the Money Supply as local banks are allowed to borrow




money from the Federal Reserve at & lower rate of interest. The banks will, in
turn, make cheaper money available to businessmen. The business commumity will
respond by borrowing money to increase Industrial Production, Business Net Profit,
and Business Investment. Government Income and Government Expenditure are not
directly affected as this action is in the private sector of the economy. Personal
Consumption, Personal Savings, Personal Income, Wholesale Prices, and Unemployment
might all eventually respond to this action, but such results are not immediate or
observable., All these, then, will show NO EFFECT. Consumer Prices would increase
because more money is in circulation.

Raise Discount Rate

The Money Supply would be decreased by this action because local banks would
have to pay higher rates of interest for money borrowed from the Federal Reserve.,
Businessmen would borrow less at the higher rate demanded by the local banks,thus
creating a decrease in Business Investment. Industrial Production and Business Net
Profits would not show an immediate effect. Government Income and Government
Expenditure are not affected because this action is in the private sector. Person-
al Consumption, Personal Savings, Personal Income, the Wholesale Price Index,and
Unemployment might all eventually respond to this action,but such results are not
immediately observable. All these, then, will show NO EFFECT. The Consumer Price
Index would decrease because less money is in circulation.

Raise Reserve Requirements for Banks

This action decreases the Money Supply and will produce the same effects as
raising the discount rate.

Lower Reserve Requirements for Banks

The Money Supply is increased by this action and all effects are the same as
those which result from lowering the discount rate.

Sell Securities

The Money Supply will be decreased by this action and money will flow into the
Federal Reserve Banks. These securities are sold on the open market and may be
purchased by a variety of banks, insurance companies, foundations,and corporations.
Because the money will come from diverse areas of the economy, it is impossible
to show any immediate effect in any category except Money Supply and the Consumer
Price Index. As Money Supply is decreased the Ccnsumer Price Index will eslse be
decreased.

Buy Securities

This action produces the opposite effect of selling securities and, therefore,
Money Supply and the Consumer Price Index will show increases. Here &gain, tracing
+the routes of this monay into its diverse channels makes it impossible to show
:e~adiate effects in all other categories.
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No Action Necessary

This action will be chosen by the council if and when it decides the current
condition shows acceptable growth and reasonable stability.

Direct Controls

This is an option of 1 5t resort used only in cases of extreme emergency,
mainly war. In such a situation, the demand for consumer goods far outruns the
supply, causing prices to rise to unacceptable levels. By employing direct
controls the government interferes with supply and demend because the normal .
functioning of the market system is detrimental to the economy. Direct controls
include price, wage, and rent ceilings, credit controls, and materials allocation.
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